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Date: 30 November 2015 

Reference: 21436REG14-15 

Dear Sir 

Report of the Auditor-General on the financial statements and other legal and regulatory 

requirements of Siyathemba Local Municipality for the year ended 30 June 2015 

1 . The above-mentioned report of the Auditor-General is submitted herewith in terms of section 
21(1) of the Public Audit Act of South Africa read in conjunction with section 188 of the 
Constitution of the Republic of South Africa section 121(3) of the Municipal Finance 
Management Act of South Africa. 

2. We have not yet received the other information that will be included in the annual report with 
the audited financial statements and have thus not been able to establish whether there are 
any inconsistencies between this information and the audited financial statements and the 
reported performance against pre-determ ined objectives. You are requested to supply this 
information as soon as possible. Once this information is received it will be read and should 
any inconsistencies be identified these will be communicated to you and you will be 
requested to make the necessary corrections. Should the corrections not be made we will 
amend and reissue the audit report. 

3. In terms of section 1 21 (3) of the MFMA you are required to include the audit report in the 
municipality’s annual report to be tabled. 

4. Until the annual report is tabled as required by section 127(2) of the MFMA the audit report 
is not a public document and should therefore be treated as confidential. 
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5. Prior to printing or copying the annual report which will include the audit report you are 
required to do the following: 

° Submit the final printer’s proof of the annual report to the relevant senior manager of the 
Auditor-General of South Africa for verification of the audit-related references in the audit 
report and for confirmation that the financial statements and other information are those 
documents that have been read and audited. Special care should be taken with the page 
references in your report, since an incorrect reference could have audit implications. 

• The signature Auditor-General in the handwriting of the auditor authorised to sign the 
audit report at the end of the hard copy of the audit report should be scanned in when 
preparing to print the report. This signature, as well as the place and date of signing and 
the Auditor-General of South Africa’s logo, should appear at the end of the report, as in 
the hard copy that is provided to you. The official logo will be made available to you in 
electronic format. 

6. Please notify the undersigned Senior Manager well in advance of the date on which the 
annual report containing this audit report will be tabled. 

7. Your cooperation to ensure that all these requirements are met would be much appreciated. 

Kindly acknowledge receipt of this letter 

Yours sincerely 


Signed 



Senior Manager NCBU: Senzosenkosi Mthembu 
Enquiries: Ndabezinhle Nkosi 

Telephone: (053) 836 8800 


Report of the auditor-general to the Northern Cape 
provincial legislature and the council on 
Siyathemba Local Municipality 


Report on the financial statements 
Introduction 

1 . I was engaged to audit the financial statements of the Siyathemba Local Municipality set 
out on pages ... to .... which comprise the statement of financial position as at 
30 June 2015, the statement of financial performance, statement of changes in net 
assets, cash flow statement and statement of comparison of budget and actual amounts 
for the year then ended, as well as the notes, comprising a summary of significant 
accounting policies and other explanatory information. 


Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice (SA standards of GRAP) and the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA), 
and the Division of Revenue Act of South Africa, 2014 (Act No. 10 of 2014) (DoRA), and 
for such internal control as the accounting officer determines is necessary to enable the 
preparation of financial statements that are free from material misstatement, whether 
due to fraud or error. 


Auditor-general's responsibility 

3. My responsibility is to express an opinion on the financial statements based on 

conducting the audit in accordance with International Standards on Auditing. Because of 
the matters described in the basis for disclaimer of opinion paragraphs, however, I was 
unable to obtain sufficient appropriate audit evidence to provide a basis for an audit 
opinion. 


Basis for disclaimer of opinion 
Property, plant and equipment 

4. The municipality did not recognise land that meet the definition of property, plant and 
equipment in accordance with Generally Recognised Accounting Practice, GRAP 17, 
Property, plant and equipment. In addition, land was capitalised based on the valuation 
roll values which include improvements. I was unable to obtain sufficient appropriate 
evidence to verify ownership of land with carrying amount of R244 593. As the 
municipality did not maintain adequate systems in place to identify and maintain records 
of all land, split between cost of land and improvements, I was not able to determine the 


full extent of the misstatement in land and buildings stated at R83 739 272 (2014: 
R85 852 898), as it was impracticable to do so. 


5. The municipality did not review the residual values and useful lives of property, plant 
and equipment at each reporting date in accordance with GRAP 17 Property, plant and 
equipment. In addition, the municipality did not assess at each reporting date whether 
there is any indication that property, plant and equipment may be impaired in 
accordance with GRAP 26 Impairment of cash-generating assets. I was not able to 
determine the impact on the net carrying amount of property, plant and equipment 
stated at R438 973 148, deficit for the period and on the accumulated surplus in the 
financial statements, as it was impracticable to do so. 

6. I was unable to obtain sufficient appropriate audit evidence to confirm variance between 
the asset register and property, plant and equipment note 8 to the financial statements 
of R2 678 540 on infrastructure assets and R1 589 924 on other assets. The 
municipality did not have adequate systems of internal control in place for the recording 
of all property, plant and equipment and further could not reconcile the asset register to 
the financial statements. I was unable to variances by alternative means. Consequently. 

I was unable to determine whether any adjustment to infrastructure assets at 

R347 910 940 and R6 231 501 in the financial statements were necessary. 

7 I was unable to obtain sufficient appropriate audit evidence for the restatement of the 
corresponding figure for property, plant and equipment. In addition, the municipality did 
not disclose the nature and amounts of changes in accounting estimate and errors in the 
notes to the financial statements, in accordance with GRAP 3 Accounting Policies, 
Changes in Accounting Estimates and Errors. I was unable to confirm the restatement 
by alternative means. Consequently, I was unable to determine whether any adjustment 
to the property, plant and equipment corresponding figure restated at R442 218 519 in 
the financial statements was necessary. 

8. The municipality did not calculate depreciation in accordance with GRAP 1 7 Property, 
plant and equipment. The effect of the financial statements was that property, plant and 
equipment were overstated by R1 974 427 and depreciation is understated by the same 
amount. 

9. I was unable to obtain sufficient appropriate audit evidence to confirm variance between 
the asset register and depreciation as disclosed in property, plant and equipment note 8 
to the financial statements of R4 779 919 on infrastructure assets and R1 589 924 on 
other assets. As the municipality did not reconcile the asset register to the general 
ledger, I was unable to variances by alternative means. Consequently, I was unable to 
determine whether any adjustment to depreciation on infrastructure assets at 

R68 818 386 and R 4 194 136 in the financial statements were necessary. 


Investment Property 

10. The municipality changed the accounting policy for investment property from fair value 
to cost and did not fair value its investment property at each reporting date, in 
accordance with GRAP 16 Investment Property. Consequently, gain or loss arising from 
a change in the fair value of investment property was not recognised in deficit for the 
period in which it arises. As the municipality did not fair value investment property at 
each reporting date, I was not able to determine the full extent of the misstatement in 
investment property stated at R25 584 000 (2014: R25 584 000), gains or losses in fair 
value and accumulated surplus, as it was impracticable to do so. 



Receivables from non-exchange transactions 


11. I was unable to obtain sufficient appropriate audit evidence to confirm sundry debtors of 
R1 915 442 (2014: R1 907 099) and suspense accounts of R 123 465 (2014: 744 571 ) 
included in receivables from non-exchange transactions disclosed in note 4 to the 
financial statements. I was unable to confirm the sundry debtors and suspense by 
alternative means. Consequently I was unable to determine whether any further 
adjustments to receivables from non-exchange transactions stated at R4 545 843 (2014: 
R4 286 316) in the financial statements was necessary. 

12. I was unable to obtain sufficient appropriate audit evidence for the restatement of the 
corresponding figure for provision for impairment of receivables from non-exchange 
transactions. The municipality did not disclose the nature and amounts of changes in 
accounting estimate and errors, in accordance with GRAP 3 Accounting Policies, 
Changes in Accounting Estimates and Errors. I was unable to confirm the restatement 
by alternative means. Consequently, I was unable to determine whether any adjustment 
to the receivable from non-exchange transactions corresponding figure restated at 

R4 286 316 in the financial statements was necessary. 


Provision for impairment 


13. During 2014, the municipality recognised a provision for impairment of debts in note 3 
and 4 to the financial statements amounting to R29 195 930 (exchange transactions) 
and R10 229 693 (non exchange transactions). The municipality did not assess at the 
end of each period whether there is any objective evidence of impairment of asset as a 
result of one or more events that occurred after initial recognition of the assets and that 
a loss event has an impact on the estimated future cash flows as required by GRAP 
104, Financial Instruments. Consequently, I was unable to determine whether any 
adjustments relating to provision for impairment on receivables from exchange, non- 
exchange transactions and impairment losses in the financial statements were 
necessary. My audit opinion on the financial statements for the period ended 30 June 
2014 was modified accordingly. My opinion on the current period’s financial statements 
is also modified because of the possible effect of this matter on the comparability of the 
current period’s figures. 

Payables from exchange transactions 

14. The municipality did not recognise all outstanding amounts meeting the definition of a 
liability, in accordance with GRAP 1 Presentation of financial statements. As the 
municipality did not maintain adequate records of outstanding payments for goods and 
services received but not yet paid at year-end, I was not able to determine the full extent 
of the understatement of payable from exchange transactions, as it was impracticable to 
do so. 

15. The municipality did not reconcile the payables listing to the general ledger resulting in 
differences of R1 893 941 . As the municipality did not maintain adequate records of 
outstanding payments for goods and services received but not yet paid at year-end, I 
was not able to determine the correct amount of payables, as it was impracticable to do 
so. 



VAT payables 


16. I was unable to obtain sufficient appropriate evidence that management had properly 
accounted for all value added tax, due to the status of the accounting records. I was 
unable to confirm value added tax by alternative means. Consequently, I was unable to 
determine whether any adjustment to VAT payable stated at R3 073 933 in the financial 
statements was necessary. 


Non-current provision 

17. The municipality did not adequately review the provision for rehabilitation of landfill sites 
at each reporting period in accordance with GRAP 19 Provisions, contingent liabilities 
and contingent assets. The management expert did not visit the landfill sites to reassess 
the remaining useful lives of the landfill sites used to estimate the provision. I was not 
able to determine the impact on non-current provisions, deficit for the period and 
accumulated surplus in the financial statements, as it was impracticable to do so. 


Accumulated surplus 

18. I was unable to obtain sufficient appropriate audit evidence to confirm variance of 
R134 429 between the accumulated surplus balances on statement of changes in net 
assets and statement of financial position. In addition, I was unable to obtain sufficient 
appropriate audit evidence to confirm the variance of R780 890 between accumulated 
surplus balances at 30 June 2014 and 01 July 2014. As the municipality did not maintain 
adequate records of the adjustment in accumulated surplus, I was unable to confirm 
variances by alternative means. Consequently, I was unable to determine whether any 
adjustment to the accumulated surplus corresponding figure stated at R440 278 723 in 
the statement of changes in net assets. 


Revenue 

19. The municipality did not amend or prepare a supplementary valuation roll during the 
year in accordance with section 77 of the Municipal Property Rates Act (MPRA), 2004 
(Act No. 6 of 2004). A number of properties on valuation roll were not levied rates. As 
the municipality did not maintain adequate records of property valuations, I was not able 
to determine the full extent of the understatement of property rates revenue stated at 
R7 960 250, as it was impracticable to do so. 

20. The municipality did not recognise all property rates revenue in accordance with GRAP 
23 Revenue from Non-exchange Transactions (Taxes and Transfers). Property rates on 
rateable valuation roll reconciliation do not reconcile to the property rates recognised in 
the financial statements. Consequently, property rates were understated by R1 669 408 
and receivable from non-exchange transaction by the same amount. During 2014, 1 was 
unable to obtain sufficient appropriate audit evidence that the municipality recorded all 
its property rates revenue, as internal controls were not established over the initiation 
and recording thereof into the financial records. I was unable to confirm the property 
rates by alternative means. Consequently, I was unable to determine whether any 
adjustment to property rates stated at R7 696 812 in the financial statements was 
necessary. My audit opinion on the financial statements for the period ended 30 June 
2014 was modified accordingly. My opinion on the current period’s financial statements 
is also modified because of the possible effect of this matter on the comparability of the 
current period’s figures. 



21. The municipality did not recognise conditional grant revenue in the period in which the 
qualifying assets and expenditure were recognised in accordance with GRAP 23 
Revenue from non-exchange transactions. Conditional grant revenue was recognised 
for qualifying expenditure and assets that were recognised in the prior period. 
Consequently, government grants and subsidies received was overstated by 

R4 422 890 and liabilities from unspent conditional grants and receipts understated by 
the same amount. 

22. The municipality did not utilise the conditional grants for the purpose stipulated in 
Schedule 6 of DoRA. The municipality recognised revenue towards municipal 
infrastructure grants for assets and expenditure that do not meet the stipulated 
conditions. Consequently, government grants and subsidies received was overstated by 
R2 239 053 and liabilities from unspent conditional grants and receipts understated by 
the same amount. 


23. The municipality did not recognise revenue in accordance with GRAP 9 Revenue from 
Exchange Transactions. Revenue for recognised for services consumed by the 
municipality was recognised and the corresponding entry was processed as 
expenditure. Consequently, services charges revenue was overstated by R1 239 113 
and general expenses overstated by the same amount. During 2014, 1 was unable to 
obtain sufficient appropriate audit evidence that the municipality recorded all its direct 
income, as internal controls were not established over the initiation and recording 
thereof into the financial records. I was unable to confirm the direct income by 
alternative means. Consequently, I was unable to determine whether any adjustment to 
other revenue stated at R1 21 1 055 in the financial statements was necessary. My audit 
opinion on the financial statements for the period ended 30 June 2014 was modified 
accordingly. My opinion on the current period’s financial statements is also modified 
because of the possible effect of this matter on the comparability of the current period’s 
figures. 


24. During 2014, the municipality did not recognise water services charges in accordance 
with the council approved tariff list. Consequently, revenue from water sen/ices charges 
and receivables from exchange transaction is understated by R1 991 790. My audit 
opinion on the financial statements for the period ended 30 June 2014 was modified 
accordingly. My opinion on the current period’s financial statements is also modified 
because of the possible effect of this matter on the comparability of the current period’s 
figures. 


Irregular expenditure 

25. The municipality did not include the required information on irregular expenditure in the 
notes to the financial statements, as required by section 125 (2)(d) (i) of the MFMA. In 
addition, I was unable to obtain sufficient appropriate audit evidence that irregular 
expenditure had been properly accounted for, due to the status of the accounting 
records. I was unable to confirm the irregular expenditure by alternative means. 
Consequently, I was unable to determine whether any adjustment to irregular 
expenditure stated at R74 461 436 in the financial statements was necessary. 

Fruitless and wasteful expenditure 

26. The municipality did not disclose all fruitless and wasteful expenditure incurred during 
the year, as required by section 125 (2){d)(i) of the MFMA. The municipality incurred 



expenditure in vain and would have been avoided had reasonable care been exercised, 
resulting in fruitless and wasteful expenditure being understated by R473 209. In 
addition, the municipality erroneously restated the corresponding figures of fruitless and 
wasteful expenditure. Consequently, fruitless and expenditure opening balance of 
corresponding figure is overstated by R4 341 457 and 2014 fruitless and wasteful 
expenditure overstated by R5 304 637. 

Unauthorised expenditure 

27. The municipality did not utilise the conditional grants for the purpose stipulated in 
Schedule 6 of DoRA. The municipality recognised revenue towards municipal 
infrastructure grants for assets and expenditure that do not meet the stipulated 
conditions resulting in unauthorised expenditure of R2 239 053. 

28. The municipality did not fairly disclose unauthorised expenditure incurred during the 
year, as required by section 125 (2)(d)(i) of the MFMA. The municipality overprovided on 
the unauthorised expenditure from overspend of the total amount appropriated for a vote 
in the approved budget, resulting in unauthorised expenditure being overstated by 

R12 904 142. 


Commitments 

29. I was unable to obtain sufficient appropriate audit evidence for the restatement of the 
corresponding figure for commitments. The municipality did not disclose the nature and 
amounts of changes in accounting estimate and errors, in accordance with GRAP 3 
Accounting Policies, Changes in Accounting Estimates and Errors. I was unable to 
confirm the restatement by alternative means. Consequently, I was unable to determine 
whether any adjustment to commitments corresponding figure restated at R4 474 154 in 
the financial statements were necessary. 


Contingent liabilities 

30. I was unable to obtain sufficient appropriate evidence that management had properly 
accounted for all contingent liabilities, due to the status of the accounting records. I was 
unable to confirm contingent liabilities by alternative means. Consequently, I was unable 
to determine whether any adjustment to contingent liabilities stated in the financial 
statements was necessary. 


Related party disclosures 

31 . The municipality did not disclose the remuneration of key management personnel, in 
accordance with GRAP 20 Related-party disclosures. The remuneration of councillors 
was not disclosed per person and in aggregate, resulting in related party disclosure 
understated by R2 456 549. 

Material losses 

32. The municipality did not include particulars of material water losses in the notes to the 
financial statements, as required by section 125 (2)(d) (i) of the MFMA. The municipality 
incurred water losses from leakages, the tampering of meters, the incorrect ratios used 



on bulk meters, faulty meters and illegal water connections, resulting in material losses 
being understated by R3 872 502 (2014: R3 466 334). 


Aggregation of immaterial uncorrected misstatements 

33. The financial statements were materially misstated due to the cumulative effect of 
numerous individually immaterial uncorrected misstatements in the following items 
included in the statement of financial position, the statement of financial performance 
and the notes to the financial statements: 

• Intangible assets reflected as R1 408 257 was not reviewed for impairment at each 
reporting date in accordance with GRAP 26 Impairment of cash-generating assets, 
amortisation period and method was not reviewed at each reporting date in 
accordance with GRAP 31 Intangible Assets. I was not able to determine the impact 
on the net carrying amount of intangible asset, deficit for period and accumulated 
surplus in the financial statements, as it was impracticable to do so. 

• Commitments for expenditure stated at R5 022 327 was understated by R 374 1 07. 

• Minimum lease payments for long term liabilities disclosure note stated at 

R2 088 342 (2014: R3 021 260) is understated by R575 830 (2014: R938 401) 

• Other receipts reflected in cash flow statement as R5 156 248 (2014: R4 069 969) 
was understated by R367 878 (2014: R1 1 3 261 ). 

• Employee related costs reflected in cash flow statement as R30 675 51 3 

(2014: R30 586 723) was understated by R38 256 (2014: overstated by R871 351) 

• Suppliers paid reflected in cash flow statement as R1 1 606 417 (2014: R20 115 857) 
was understated by R300 947(2014: overstated by R348 289). 

• Other payments reflected in cash flow statement as R9 086 428 (2014: R5 737 668) 
was understated by R1 077 482 (2014: R1 327 285). 

34. In addition, I was unable to obtain sufficient appropriate audit evidence and to confirm 
the following items by alternative means: 

• Government grants and subsidies received of R630 018 as included in the disclosed 
balance of R39 027 905. 

• Impairment losses restatement of R1 519 1 13 as included in the corresponding figure 
of R6 61 9 947. 

Consequently, I was unable to determine whether any adjustment to these items was 
necessary. 

Disclaimer of opinion 

35. Because of the significance of the matters described in the basis for disclaimer of 
opinion paragraphs, I have not been able to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. Accordingly, I do not express an opinion on the 
financial statements. 


Emphasis of matters 

36. I draw attention to the matters below. My opinion is not modified in respect of these 
matters. 



Material losses 


37. As disclosed in note 48.9 to the financial statements, material losses of electricity to the 
amount of R3 382 373 (2014:R3 498 287) were incurred as a result of technical losses 
(electricity), tampering of meters, faulty meters, and illegal connections. 


Going concern 

38. The financial statements indicates that the municipality incurred a net loss of 

R7 298 096 during the year ended 30 June 2015 and, as of that date, the municipality’s 
current liabilities exceeded its current assets by R20 577 377. These conditions indicate 
the existence of a material uncertainty that may cast significant doubt on the 
municipality’s ability to operate as a going concern. 

Additional matters 

39. I draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Unaudited supplementary schedules 

40. The supplementary information set out on pages XX to XX does not form part of the 
financial statements and is presented as additional information. I have not audited these 
schedule(s) and, accordingly, I do not express an opinion thereon. 


Unaudited disclosure notes 

41 . In terms of section 125(2)(e) of the MFMA the municipality is required to disclose 

particulars of non-compliance with the MFMA. This disclosure requirement did not form 
part of the audit of the financial statements and accordingly I do not express an opinion 
thereon. 


Report on other legal and regulatory requirements 

42. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) 
and the general notice issued in terms thereof, I have a responsibility to report findings 
on the reported performance information against predetermined objectives for selected 
objectives presented in the annual performance report, compliance with legislation and 
internal control. The objective of my tests was to identify reportable findings as 
described under each subheading, but not to gather evidence to express assurance on 
these matters. Accordingly, I do not express an opinion or conclusion on these matters. 


Predetermined objectives 

43. I am unable to report on the usefulness and reliability of the performance information, as 
the annual performance report of the municipality was not prepared as required by 
section 46 of the Municipal Systems Act and section 121(3)(c) of the MFMA. 


Compliance with legislation 


44. I performed procedures to obtain evidence that the municipality had complied with 
applicable legislation regarding financial matters, financial management and other 
related matters. My material findings on compliance with specific matters in key 
legislation, as set out in the general notice issued in terms of the PAA, are as follows: 


Financial statements and annual report 

45. The financial statements submitted for auditing were not prepared in all material 
respects in accordance with the requirements of section 122 of the Municipal Finance 
Management Act. Material misstatements identified by the auditors in the submitted 
financial statements were not adequately corrected and the supporting records could not 
be provided subsequently, which resulted in the financial statements receiving a 
disclaimer audit opinion. 

46. The 2013/14 annual report was not tabled in the municipal council within seven months 
after the end of the financial year, as required by section 127(2) of the Municipal 
Finance Management Act. 

Audit committees 

47. The audit committee did not advise the council on matters relating to internal financial 
control and internal audits, risk management , accounting policies , effective governance 
, performance management and performance evaluation as required by section 

1 66(2)(a) of the Municipal Finance Management Act. 

48. The audit committee did not advise the council on matters relating to the adequacy, 
reliability and accuracy of financial reporting and information, as required by section 
166(2)(a)(iv) of the Municipal Finance Management Act. 

49. The audit committee did not advise the council on matters relating to compliance with 
legislation, as required by section 166(2)(a)(vii) of the Municipal Finance Management 
Act. 

50. The audit committee did not review the annual financial statements to provide the 
council with an authoritative and credible view of the financial position of the entity, its 
efficiency and effectiveness and its overall level of compliance with legislation, as 
required by section 166(2)(b) of the Municipal Finance Management Act. 

51 . The audit committee did not respond to the council on the issues raised in the audit 
reports of the Auditor-General, as required by section 166(2)(c) of the Municipal Finance 
Management Act. 

52. The audit committee did not review the municipality’s performance management system 
and make recommendations to the council, as required by Municipal planning and 
performance management regulation 14(4)(a)(ii). 

53. The audit committee did not review all the quarterly internal audit reports on 
performance measurement, as required by Municipal planning and performance 
management regulation I4(4)(a)(i). 




54. The audit committee did not submit, at least twice during the financial year, an audit 
report on the review of the performance management system to the council, as required 
by Municipal planning and performance management regulation 14{4)(a)(iii). 

55. The audit committee was not constituted, in the manner required by section 166(4)(a) 
Municipal Finance Management Act as the following requirements were not adhered to: 

• The audit committee did not consist of at least three persons with appropriate 
financial experience. 

• The audit committee members were not appointed by the council. 

56. The audit committee did not meet at least four times a year, as required by section 
166(4)(b) of the Municipal Finance Management Act. 


Internal audit 

57. The internal audit unit did not function as required by section 165(2) of the Municipal 
Finance Management Act, in that it did not report to the audit committee on the 
implementation of the internal audit plan. 


Procurement and contract management 

58. Sufficient appropriate audit evidence could not be obtained that all contracts were 
awarded in accordance with the legislative requirements and a procurement process, 
which is fair, equitable, transparent and competitive, as a contract secured by another 
organ of state was not submitted for audit. 

59. Goods and services with a transaction value of below R200 000 were procured without 
obtaining the required price quotations as required by SCM regulation 17(a) & (c). 

60. Goods and services of a transaction value above R200 000 were procured without 
inviting competitive bids, as required by SCM regulation 19(a). 

61. Contracts were awarded to bidders based on points given for criteria that differed from 
those stipulated in the original invitation for bidding ,in contravention of SCM 
Regulations 21(b) and 28(1 )(a) and the Preferential Procurement Regulations. 

62. Thresholds for local content on designated sectors procurement were not properly 
applied in accordance with the requirements of preferential procurement regulation 9. 

63. The preference point system was not applied in all procurement of goods and services 
above R30 000 as required by section 2(a) of the Preferential Procurement Policy 
Framework Act and SCM regulation 28(1 )(a). 

64. Contracts and quotations were awarded to bidders that did not score the highest points 
in the evaluation process, as required by section 2(1 )(f) of Preferential Procurement 
Policy Framework Act. 

65. Awards were made to providers who are in the service of other state institutions, in 
contravention of MFMA 1 12(j) and SCM regulations 44. Similar awards were identified in 
the prior year and no effective steps were taken to prevent or combat the abuse of the 
SCM process in accordance with SCM regulation 38(1). 



66. Contracts and quotations were awarded to bidders who did not submit a declaration on 
whether they are employed by the state or connected to any person employed by the 
state, as required by SCM regulation 13(c). 

67. Contracts were extended without tabling the reasons for the proposed amendment in 
the council of the municipality, as required by section 116(3) of the MFMA. 

68. The performance of contractors or providers was not monitored on a monthly basis, as 
required by section 1 16(2)(b) of the MFMA. 

69. The contract performance and monitoring measures and methods were insufficient to 
ensure effective contract management, as required by section 116(2)(c) of the MFMA. 

70. Contracts and quotations were awarded to providers whose tax matters had not been 
declared by the South African Revenue Service to be in order, as required by SCM 
regulation 43. 

71 . A list of accredited prospective providers was not in place for procuring goods and 
services through quotations as required by SCM regulation 14(1)(a). 

72. Prospective providers were not invited to apply for listing in the list of approved 
prospective providers at least once a year as per the requirements of SCM regulation 
14(1 )(a)(ii) and 14(2). 

Human resource management and compensation 

73. The municipality did not develop and adopt appropriate systems (policies) and 
procedures to monitor measure and evaluate performance of staff in contravention of 
section 67(d) of the Municipal Systems Act. 

74. Senior managers did not sign performance agreements, as required by section 57(2)(a) 
of the Municipal Systems Act. 

75. The competencies of the senior managers were not assessed in a timely manner in 
order to identify and address gaps in competency levels as required by Municipal 
Regulations on Minimum Competency Levels 1 3. 

76. The municipality did not submit a report on compliance with prescribed competency 
levels to the National Treasury and relevant provincial treasury as required by the 
Municipal Regulations on Minimum Competency Levels 14(2)(a) . 

77 The annual report of the [municipality/municipal entity] did not reflect information on 
compliance with prescribed minimum competencies as required by the Municipal 
Regulations on Minimum Competency Levels 14(2)(b)/14(3). 


Expenditure management 

78. Money owed by the municipality was not always paid within 30 days / an agreed period, 
as required by section 65(2)(e) of the Municipal Finance Management Act. 

79. Reasonable steps were not taken to prevent unauthorised expenditure .irregular 
expenditure, fruitless and wasteful expenditure, as required by section 62(1 )(d) of the 
Municipal Finance Management Act. 



80. An adequate management, accounting and information system was not in place which 
recognised expenditure when it was incurred / accounted for creditors / accounted for 
payments made, as required by section 65(2)(b) of the Municipal Finance Management 
Act. 

Conditional grants received 

81 . The Municipal Infrastructure Grant allocation was not spent in accordance with the 
applicable grant framework, in contravention of section 17(1) of the Division of Revenue 
Act. 

82. The municipality did not evaluate its performance in respect of programmes or functions 
funded by the Municipal Systems Improvement Grant allocation, as required by section 
12(5) of the Division of Revenue Act. 

83. The municipality did not evaluate its performance in respect of programmes or functions 
funded by the Local Government Financial Management Grant allocation, as required by 
section 12(5) of the Division of Revenue Act. 


Revenue management 

84. An adequate management, accounting and information system which accounts for 
revenue and debtors was not in place, as required by section 64(2)(e) of the Municipal 
Finance Management Act. 

85. An effective system of internal control for revenue was not in place, as required by 
section 64(2)(f) of the Municipal Finance Management Act. 


Asset management 

86. An adequate management, accounting and information system which accounts for 
assets was not in place, as required by section 63(2)(a) of the Municipal Finance 
Management Act. 

87. An effective system of internal control for assets (including an asset register) was not in 
place, as required by section 63(2)(c) of the Municipal Finance Management Act. 

88. The municipality did not establish an investment policy that was adopted by council, as 
required by section 13(2) of the Municipal Finance Management Act and Municipal 
investment regulation 3(1 )(a) . 


Liability management 

89. An adequate management, accounting and information system which accounts for 
liabilities was not in place, as required by section [63(2)(a) of the Municipal Finance 
Management Act. 


90. An effective system of internal control for liabilities (including a liability register) was not 
in place, as required by section 63(2)(c) of the Municipal Finance Management Act. 



Consequence management 

91 . Unauthorised, Irregular and Fruitless and wasteful] expenditure incurred by the was not 
investigated to determine if any person is liable for the expenditure, as required by 
section 32(2)(a)(ii) of the Municipal Finance Management Act. 


Internal control 


92. I considered internal control relevant to my audit of the financial statements and 
compliance with legislation. The matters reported below are limited to the significant 
internal control deficiencies that resulted in the basis for disclaimer of opinion and the 
findings on compliance with legislation included in this report. 


Leadership 

93. The lack of decisive action to mitigate emerging risks and implement timely corrective 
measures to address non-performance was evident by the failure of management to 
adequately address the internal and external audit findings in a timely manner. The 
municipality failed to properly analyse the control weaknesses and implement 
appropriate follow-up actions that adequately addressed the root cause 

Financial and performance management 

94. Weekly and monthly reconciliations were not always adequately prepared for financial 
items during the year including payroll, taxation, creditors, debtors; and fixed assets. 
This has resulted in the municipality being required to rely on manual reconciliation at 
year end. Due to the significant increase in volume of manual reconciliation required, 
assurance processes were not implemented timely to ensure information is accurate 
and complete. As a result, a number of errors in the reconciliations were identified by 
the external auditors. 


Governance 

95. Leadership does not act on a timeous basis to internal audit’s recommendations or 
reports thereby impacting their effectiveness as an assurance provider to the leadership 
of the municipality. In addition, internal audit is a shared service basis in numerous 
instances and, due to capacity constraints within the unit, this role may negatively 
impact on the achievement of their annual internal audit plan. 

96. Sufficient controls and segregation of duties to prevent or detect fraudulent data and 
asset misappropriation were not implemented and maintained. 


Other reports 
Investigations 

97. The municipal council is performing an investigation which covers the period 01 July 
2013 to 31 October 2015. The investigation was initiated based on an allegation of the 
possible misappropriation of the municipality’s travel allowance, abuse of position by 



approving transfer of ownership of land purchased without clearing outstanding property 
rates. The outcome of the investigation is expected by 31 January 2016. 


Kimberley 
30 November 2015 



AUDITOR-GENEKAL 
SOUTH AFRICA 
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